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International Monetary History: Summary 

Pre-World War II: Gold standard largely abandoned during Great Depression. But U.S. 

resets price of gold to $35/oz. Pre-war capital flight leads to golden avalanche, 
moving large amounts of gold to U.S. 

1944: Bretton Woods conference: 

* IMF, IBRD (World Bank) created. 1 IMF created as financial intermediary. 
*Gold price retained at S35/oz. with U.S. to maintain that price in the private 
market through gold sales and purchases. 

*A11 currencies pegged to dollar at fixed exchange rates (with narrow 
bands) . 

*Exchange rates to be changed only in cases of "fundamental disequilibrium" 

1944 to late 1950s: Dollar "shortage" (dollar value set too low compared with major 
currencies . 

1960s: Dollar surplus. Dollar value becomes too high compared with major currencies. 
Measures taken to defend value of the dollar by restricting international 
capital movements : 

* IET = Interest equalization tax (tax on foreign borrowing in U.S. 
market) . 

*VCRP = Voluntary credit restraint program (quotas on amount U.S. financial 
institutions and multinationals could lend abroad) . Later became 
mandatory. 

1968: Run on gold as D>S. gold stock dwindles relative to international dollar 

reserves. Central banks agree to two-tier gold system whereby central banks 
would continue to trade gold among themselves at $35/oz. Private gold market 
allowed to clear at whatever price equates supply and demand. Concept of Special 
Drawing Rights (SDRs) created with first distribution in 1970. Idea was to 
create a "paper gold", which might someday become an international reserve 
currency. But SDRs never became important as a reserve. Value of SDR set equal 
to l/35th of an oz. of gold, i.e., $1 at that time. 

Aug. 1971: U.S. closes gold window. Currencies float. End of Bretton Woods system. 
Gold has not been used by the U.S. for international purposes since this 
decision . 

Dec. 1971: Smithsonian agreement. New fixed exchange rates established with a 

devalued dollar. Gold really plays no role (the U.S. does not buy or sell it 
for international monetary purposes) but its official price is raised to $38/oz . 
to increase the value of an SDR relative to the dollar. 


1 IMF = International Monetary Fund. IBRD = International Bank for Reconstruction and Development (popularly 
known as World Bank). The World Bank is not intended to be part of the international monetary system. Rather it is a 
lending agency for projects in less-developed countries. Originally, it made loans to countries damaged in World War II, 
hence the word “reconstruction” in its title. 
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Feb. 1973: Smithsonian system abandoned as U . S . refuses to maintain its fixed exchange 
rate. Gold (which the U.S. continues not to use) has its official price raised 
to $42,22/oz to raise value of SDR. Other remnants of Brercon Woods officially 
abolished subsequently such as two-tier gold agreement (which wasn't in use. 
anyway), IET , and other capital movement restraints. U.S. private citizens, 
who had not been allowed to hold gold since the 1930s, were again allowed to 
buy gold. 


July 1974: SDR redefined as basket of major currencies rather than an amount of gold. 
Since that time, the currency composition of the basket has been changed 
periodically. 

Late 1970s: European Monetary System (EMS) arises in early form as an agreement to 
keep certain currencies within narrow bands of each other. Evolves toward 
creation of the euro (see below) . 

rjarl y 1980s: U.S. dollar appreciates dramari cal 1 y until 1985, creating competitive 
difficulties and a large trade deficit for the U.S. 

Late 1980s : 11. S . dollar declines dramatically* SpAsode of dramatic rise and then fall 
creates renewed interest in fixed exchange rates although no real moves in that 
direction were made. 

1989-present: Planning for implementation of a common currency within the EU 

begirhSajhg in 1999. Currency originally dubbed tftecJSu Rop^an Currency Uliit or 
ecu but name changed to "euro". The ecu/euro was originally a conceptual basket 
of maj of BET currencies . Isi effect, those currencies that are part of the Eur,o 
became "change" for the euro unit during a transitional period; complete phase 
out of national currencies set for 2002. The U.K. dropped out of the EMS in 
fall 1992 as the pound came under attack and decided not to be part of the 
euro-zone . 

1994: Mexican peso crisis: A large, sudden drop of the peso affects currency values 
of other developing countries. U.S. provides loans to Mexico to help stabilize 
peso. Episode raises issue of role of IMF in post-Bretton Woods world since 
IMF seems unable to respond quickly to such crises. 

1997: Asian financial crisis develops causing large devaluations of some currencies. 
As in the Mexican peso crisis, the role of the IMF was again brought into 
questiofl^. 

1999 :? |p|iro-zone actually created 'j^aropean Monetary Union) within thej-!|ty> 

2002: Final phase out of national currencies within the euro-zone. Argentina's 
high-profile currency board experiment fails, producing major depreciation of 
Argentina's currency and an internal financial crisis within that country. 

2000s: Large balances of US dollars continue to be accumulated by foreign central 
banks, especially in Asia. Questions are raised about the long-term viability 
of this situation. Would a saitt on the dollar occur if - as whe:tt.'®retton Woods 
fell apart - central banks begin dumping dollars? 
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2003-5: Controversy arises over Chinese exchange policies said to be leading to an 
undervaluation of China's currency relative to the U.S. dollar. Concerns are 
expressed over continuing U. S . net export deficits, particularly in the context 
of a falling dollar relative to other major currencies and large federal budget 
deficits. Will foreign investors - including foreign central banks - at some 
point decide to shift out of dollar-denominated assets? Could such an event 
lead to panic dollar selling, a sharp rise in U.S. interest rates, and a 
financially-induced recession? 
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Options for the World Monetary System 

A world currency : In effect, such a system would be like that within the euro-zone but on a much larger scale. Countries 
would have to be willing to give up monetary sovereignty to a world central bank. Would it be the IMF? Could the SDR, 
a rather limited attempt to create such a currency, be enhanced? There seems little chance of such a development 
occurring in the foreseeable future. 

A return to the gold standard : The old gold standard effectively had gold as the world's currency. But there was no central 
bank or world monetary policy. Rather the world's gold supply depended on mining, new mining discoveries, and new 
mining technology. Outside the U.S., there has been little sentiment for a return to gold. But some "gold bugs" remained 
within the Republican Party in the U.S. into the 1990s. Note that a gold standard in one country would not be a fixed 
exchange rate system unless other countries also tied their currencies to gold. A return to gold is another unlikely option. 

Currency blocs such as the euro zone : Might the NAFTA countries someday have a unified currency? Who would make 
NAFTA monetary policy? 

Limited fixed exchange rates around a few key currencies : There could be a dollar zone, a zone around the euro of 
non-euro countries, or perhaps a yen zone. Such arrangements are in effect regional mini-Bretton Woods systems. 

Currency boards : Some countries already tie themselves to foreign currencies via currency boards. Might the idea spread, 
particularly if there are more financial/currency crises? In such situations, countries with currency boards effectively give 
up independent monetary policy in exchange for a fixed exchange rate. Countries with histories of highly inflationary 
monetary policies may see it as desirable to eliminate central bank discretion and build investor confidence that 
hyperinflation will not return. 

Use of another country's currency : Some countries use the currency of another country and have no local currency. The 
idea of "dollarization" has been discussed in various Latin American countries. 2 It is closely related to the currency board 
concept although it represents a still further step away from domestic monetary options. 

Crawling Peg Systems : Countries sometimes allow their exchange rates to change on a regular basis. Generally, these are 
high inflation countries trying to make their depreciations more orderly. 

Managed or "dirty" floating : Countries may intervene in exchange markets to affect their exchange rates but have no 
announced targets or pegs. 

Freely floating exchange rate : Some countries leave their exchange rates to market determination and claim not to 
intervene to influence their exchange rate. 3 


2 Generally, fixed rate systems are justified as eliminating exchange rate risk, thus fostering trade and investment. But if 
countries use trade barrier and controls on capital movements in an effort to maintain their exchange rates, the rationale 
for the fixed rate is undermined. Dollarization ends this problem. 

3 Flexible rates could be more conducive to trade and investment than fixed rates with elaborate controls. And transactors 
can hedge or use forward markets to deal with short-term risks. On the other band, flexible rates raise fear of exchange 
rate volatility due to speculative bubbles and “hot" money moving quickly from country to country during panics. 



